In the early 1970s when demand for credit was strong, many banks expanded their loans but frequently showed little growth in their capital accounts. Increased loan volume was accompanied, in many cases, by a reduction in cash assets and high grade short-term securities. However, in 1975 banks began to reverse previous trends, emphasizing more liquid instruments in their asset portfolios.
Net income of member banks in the Eighth Federal Reserve District rose 9 percent in 1975, slightly less than the 10 percent increase experienced in 1974.1 A major factor accounting for this slower growth was the smaller volume of loans held by member banks. The effect on net income, however, was mitigated by lower interest expenses, which reflected both a reduced volume of obligations of member banks and lower average rates paid on them.
In general, Eighth District member banks fared better than the average of all member banks. Net income of all member banks in the nation rose 3.4 percent in 1975, less than half that for District member banks. Primarily because of greater declines in loan revenue, operating income of all member banks fell nearly 5 percent, unlike that of District banks which posted a slight gain. Operating expenses in the aggregate dropped more rapidly than income despite a 64 percent increase in loan loss provisions. By contrast, expenses of District member banks showed little change from 1974. The resulting income of all member banks before securities gains and losses increased 1.4 percent, slightly slower than that for District member banks. Table I ). By comparison, operating income in 1974 was 29 percent higher than a year earlier. The smaller rise in income in 1975 was the net result of several developments. A restraining force was the 1.3 percent decrease in the volume of loans held by member banks.
2 The smaller volume, combined with an average rate of return on loans which remained essentially unchanged during the year, resulted in a 2.3 percent decrease in bank earnings on loans. A year earlier, this source of revenue, which is a major portion of total operating income, increased 29 percent.
The volume of total loans outstanding at member banks in the District declined $149 million to $11.6 billion in 1975. Commercial and industrial loans, the largest single category of loans, registered a 3.4 percent decrease from 1974-to $3.6 billion. Loans to individuals posted a slight decline; outstanding automobile installment loans fell by about 1 percent, while consumer loans remained essentially unchanged. While real estate loans held by Eighth District member banks increased to $3.4 billion in 1975, a rise of 6.8 percent over a year earlier, loan movements were mixed. Loans on one-to-four-family residences showed a 10.3 percent increase, but loans on multi-family property declined by 15 percent.
With the decline in loan volume and an increase in other investments, loans outstanding of District members banks, including Federal funds sold and securities purchased under agreements to resell, accounted for a smaller proportion of total assets in 1975 than in 1974. The share of total assets represented by loans declined about 2 percentage points to 54.6 percent. The proportion of loans to total assets was greater for larger banks than for smaller banks, ranging from an average of 58.3 percent for those banks with $100 million or more in deposits to 
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Other Securities ---s Cash Operating income of banks also includes income from trust department operations. In 1975, earnings from this source rose 11.5 percent. While it is a relatively minor source of operating income for District member banks in the aggregate, contributing an av~rageof only about 0.8 percent, trust income of banks with $100 million or more in deposits accounted for an average of 2.5 percent of their total operating income.
Earnings from service charges on deposit accounts grew 6 percent over 1974, only slightly slower than in the previous year. Income from all other sources, including other fees and service charges and interest on time deposits at other banks, increased 27 percent. These items, however, are relatively minor sources of bank earnings. Provision for loan losses is another item classified as an operating expense. Banks maintain a reserve fund for loan losses by charging to current earnings an amount equal to the average of loan losses experienced over the past several years. In years when loan losses are small compared to past experience, provision for loan losses increases the reserve fund available to absorb larger losses when they occur. As losses are written off, they are charged against this reserve instead of directly against current earnings, allowing the loan loss reserve to absorb the shock of unusual losses in a given year.
Reflecting the recession and uncertain financial climate, banks have made substantial increases in the provisions for bad debts in the last two years. In 1975, the provision for loan losses increased 48 percent over 1974, to $55 million. A total of $12 million in loans, which had been written off earlier but were recovered in 1975, and $7 million transferred from capital accounts also contributed to increased reserves. Losses charged to these reserves in 1975 amounted to $61 million. On balance, reserves on loans and securities increased 2 percent. In 1974, the provision for loan loss reserves increased 66 percent to $37 million, while losses charged against reserves 50 totalled $41 million.
Additional operating expenses registered increases during the year. Salaries, wages, and fringe benefits, While total assets grew 5 percent, total capital rose at a faster 7 percent rate, resulting in an increase in the capital to asset ratio from 7.9 to 8.1 percent. The equity capital to asset ratio also posted an increase, rising 0.2 percentage points to 7.8 percent. These increases represent the first upward movement in 8.0 these ratios in several years. In 1974 these ratios had leveled off after a period of decline.
Total deposits, on the other hand, grew more rapidly than either of the capital measures. This re-0 sulted in a slight decline in the total capital to deposit ratio to 9.8 percent. The ratio of equity capital to deposits remained essentially unchanged at 9.5
,__. 
